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Editor’s Note: You’ll be receiving your next regular edition of The REIT 

Sheet early next week. Meantime, here’s an update of the state of the sector, 

along with some year-end moves to take. Happy New Year!--RC 

 

With just a few trading hours to go in 2022, the S&P 500 Real Estate Sector 

Index is on course for an annual total return close to -26 percent, matched by the 

popular iShares US Real Estate ETF (NYSE: IYR).  

Our REIT Sheet Recommended List is on track to do a bit better with an average 

loss of about -15 percent. That’s largely thanks to our ability to pick our own 

stocks and time purchases.  

REITs’ final 2022 numbers reflect another wave of sector-wide selling since the 

November REIT Sheet posted. The primary catalyst was, not surprisingly, 

increased concerns about the overall economy with the Federal Reserve continuing 

to push interest rates higher and raising the risk of recession.  

Those worries appeared to chase especially institutional money out of REITs, with 

larger and more liquid stocks therefore bearing the brunt. Tax loss selling was 



another likely catalyst for downside, given the magnitude of losses earlier in the 

year. 

Heading into 2023, REITs face the same economic headwinds they did in 

2022. As I noted last month, the earnings impact was muted through Q3, with most 

sectors reporting solid occupancy and rent growth. The combination of much 

higher interest rates and unwilling sellers, however, has greatly reduced the flow of 

acquisition activity. And many REITs appear to be throttling back on development 

activity as well, other than projects that are well on the way to completion and 

other low risk uses of capital. 

We’re likely to see reduced investment reflected in more subdued REIT 

guidance next year for growth in adjusted FFO per share. The greater 

danger, however, is from the extent to which the Fed policy slows the economy 

next year, potentially stalling rent growth and driving down occupancy.  

Risk will be greatest and first in more economically sensitive property types, for 

example owners of retail shopping malls. But if the slowdown is severe enough, it 

could spread to what have been very strong areas like apartments and even 

industrial facilities. 

Based on what we know about the last three months, we’re not likely to see 

widespread REIT sector weakness in Q4 numbers. But we’re going to want to 

be alert to where it does show up when results and guidance start to flow in, 

starting the last week in January and running through mid-February. And where it 

does, we’re going to want to move on. 

The REITs on our Recommended List do have two very important strengths 

heading into the New Year. First, share prices already reflect sector recession 

risks to a large extent. Blue chip retail mall operator Simon Properties (NYSE: 

SPG), for example, yields well over 6 percent after increasing its payout by 9.1 

percent over the last 12 months. That compares to only about 4 percent at the 

beginning of the year. Residential giant AvalonBay Communities (NYSE: AVB) 

yields about 4 percent now, versus about 2.5 percent to start the year, despite 

moving closer to its first payout increase since February 2020. 

Second, REITs’ yields are considerably more sustainable than they were going 

into their last sector recession, which was just three years ago in the wake of 

the pandemic that struck in early 2020. In fact, any downturn triggered by the 

Fed’s interest rate increases is almost certain to be considerably milder than that 



debacle, if for no other reason than there will be no lockdowns literally preventing 

tenants from going about their business. 

Bottom line: With REITs fully priced for a more normal recession, the best in 

class are likely to bottom and start moving higher again at some point next 

year. They would not be immune from a further selloff in the broad stock 

market, so investors should be prepared for a further retreat. But so long as 

underlying businesses of our picks remain solid, we should see a full recovery 

from 2022 selling. 

I continue to recommend a REIT investment strategy based around following three 

rules: 

• Stick to the best in class. Always move on when the underlying business 

of a particular REIT weakens and never overload on a single REIT. 

• Invest fresh money only when prices are below my highest 

recommended entry points. Also, consider taking positions in 

increments rather than all at once and look to load up on dips to Dream 

Buy levels. 

• Be willing to take profits occasionally, if a REIT’s price rises 25 to 30 

percent above my highest recommended entry point. 

 

 

Some End-Year Sales 

As I noted above, I’ll have a full recap of all of the REITs in our coverage universe 

next week. That will include my outlook for 2023 in the face of the likely 

economic headwinds.  

The question is whether investors should take any actions now, particularly with 

just a few hours left to take tax losses for 2022. 

I currently rate 11 REITs in the REIT Sheet Database as sells, which is unchanged 

from the last time I published it in September. They are: Broadmark Realty 

Capital (NYSE: BRMK), Chartwell Retirement (TSX: CSH-U), Corenergy 

Infrastructure (NYSE: CORR), Equinix Inc (NYSE: EQIX), Franklin BSP 

Realty (NYSE: FBRT), MFA Financial (NYSE: MFA), Office Properties 

Income (NSDQ: OPI), Omega Healthcare Investors (NYSE: OHI), Redwood 

Trust (NYSE: RWT), Uniti Group (NSDQ: UNIT) and Welltower Inc (NYSE: 

WELL). 



Most of these did lost considerable ground this year. But whatever the case, they 

demonstrated significant business weakness in 2022, before Fed rate increases 

really started to bite. That’s a pretty clear sign they’re at risk to faring far worse 

next year, with dividend cuts a growing possibility.  

Broadmark, in fact, cut its dividend for December in half to 3.5 cents, a clear 

warning for other financial REITs that next year will be increasingly forced to 

navigate a literal Scylla and Charybdis of rising rates and weaker credit. In fact, 

MFA soon followed with its own -20 percent dividend cut. 

If you own any of these REITs, they’re all great candidates now for selling to 

raise cash to invest in better companies later this year. And they’re great for 

taking tax losses as well for those who need them. Uniti Group (NSDQ: UNIT), 

for example, has shed about -60 percent of its value this year. Broadmark is 

understandably down even more after cutting its dividend. 

As for the REITs on my Recommended list, I now have one sell 

recommendation: Medical Properties Trust (NYSE: MPW). A week ago, I 

culled this REIT from our CUI Plus/CT Income actively managed model portfolio. 

I’m now issuing that same advice for REIT Sheet members, though I will continue 

to cover the REIT and may advise re-entry at some point next year. 

Strong Q3 results and management’s guidance boost demonstrate Medical 

Properties Trust has done an excellent job to date managing its exposure to 

rising interest rates and growing cost pressures on its hospital tenants. The 

problem is these challenges show every sign of worsening next year rather 

than diminishing, with a recession looming. And as the Federal Reserve 

relentlessly pushes interest rates higher, pressure will increase and opportunities 

for acquisitions will continue to diminish. 

The main argument for sticking with Medical Properties stock is what’s now an 

extremely low valuation. And I continue to believe the company has the resources 

for another penny per quarter dividend increase in February, when it announces Q4 

results and updates 2023 guidance.  

On the other hand, pressure on hospital balance sheets is arguably still mounting 

from multiple angles, including labor costs and unpaid patient bills. And the REIT 

has $1.3 billion in maturing debt between now and the end of 2024, as well as 

nearly $2.5 billion in floating rate debt. 



That adds up to more downside risk, even from what’s arguably an already deeply 

depressed price. And so long as the Fed is raising rates and risking recession, it’s 

hard to see much in the way of near-term upside catalysts that would squeeze the 

elevated short interest against this stock (15.89 percent of float).  

Again, I may re-enter this position at some point, possibly following its Q4 

earnings release and guidance update in early February. But even the strongest and 

best-managed companies can crack if the headwinds beyond its control become too 

great. And in this case, I want to stand clear until either the headwinds against 

Medical Properties subside, or it becomes clear the REIT is impervious to 

damage. 


